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THE MACROECONOMICS OF STATE AND LOCAL GOVERNMENTS 

This paper is divided into four sections. The first examines the 

macroeconomic versus the microeconomic dimensions of the current state-

local fiscal crisis. The second section takes a brief look at supply 

side and demand side variables that affect the fiscal health of the state-

local sector. The third proposes a taxonomy for the analysis of specific 

metropolitan areas, and the last suggests a limited number of unrealistic 

policy options. 

I. IS THIS MICRO OR MACRO? 

The· macro dimensions of the state-local fiscal malaise are indeed 

obvious. They start with the failure of national stabilization policy, 

and the resulting unholy combination of inflation and unemployment that 

accentuated and in many cases precipitated the budget difficulties that 

so many states and cities are now experiencing. Nee-Keynesian demand 

management served well for many years; whether it is now completely 

bankrupt is a most significant issue, but one that lies rather far beyond 

the scope of this paper. In any event, real gross national product (GNP) 

declined seriously in 1974 and 1975 while the GNP deflator in 1975 was 26% 

above 1912 levels, and unemployment grew to 8.5t. 

First quarter 1976 has brought the appearance of a healthy recovery, 

with a real GNP growth (annual rate) of 7.5% and an increase in the GNP 

deflator of a modest 3. 7t (annual rate) • Unemployment has receded, but 

remains at 7.5t. However, the significant point is, even if this recovery 

proves to be persistent, evidence indicates large portions of the state-

local sector will continue to be in serious jeopardy. 
. .,.., 
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An examination of the aggregates of state-local activities, however, 

does not exhibit a state of jeopardy. Between 1970 and 1975 the ratio 

of goods and services expenditures to GNP increased slightly (see Table 1) • 

The sector exerted a very mild stabilizing effect on the economy as a 

whole. Transfer payments in relation to GNP have been wholly stable over 

the period. 

Similarly, between 1970 and 1975 state-local employment increased as 

a proportion of total non-agricultural employment. The stabilizing effect 

on total employment was stronger, particularly in 1975, than the stabilizing 

effect on GNP (see Table 2). 

Moreover, when state-local. social insurance funds are included in the 

fiscal picture through 1974, the last year for which data are available, 

looks positively rosy. There were surpluses in the five years 1970-1974 

(see Table 3}. Specifically, the surpluses in the operating account in 

1972 and 1973, attributable largely to federal general revenue sharing, 

would appear to be quite adequate for offsetting any deficits that might 

appear in 1975 and 1976. 

These aggregates, unfortunately, ar~ seriously misleading, as are any 

projections that depend on them. 11 One peculiarity of the u.s. federal =-
system is that the state surpluses of Texas and Oklahoma are somehow not 

transferred to the empty coffers of New York and Connecticut. And the 

Connecticut town that builds bridle paths with its general revenue sharing 

money somehow does not yield up this largesse to the State of Connecticut. 
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Tabla 2-

State-Local and Total Non-Agricultural Employment, 1970-1975 

(in millions) 

(1) (2) (3) 
State-Local Total Ratio: 

· Employment Non-Agricultural (1) to (2) 

1970 9,830 70,920 13.9 
I 
1971 10,192 71,222 14.3 

1972 10,656 73,714 14.5 

1973 11,075 76,896 14.4 

1974 11,453 78,413 14.6 

1975 12,023 77,668 15.5 

Source: Economic Re~rt of the President, January 1976, p. 203. 
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Year 

1960 

1965 

1970 

1971 

1972 

1973 

1974 

Table 3 

Surplus and Deficit, State-Local Sector 

in the National Income Accounts, Selected Years 

State-Local Social 
Insurance Funds 

$2.3 

3.4 

6.8 

7!5 

8.1 

8.8 

9.8 

(in 

Surplus or Deficit 

Operating 
Account 

billions, calendar 

$-2.2 

-3.4 

-4.0 

-3.8 

5.6 

4.1 

-1.7 

years) 

Total 

$ .l 

0 

2.8 

3.7 

13.7 

12.9 

8.1 

Source: Special Analyses, Budget of the United States Government, 
Fiscal Year 1977, p. 265. The operating account includes capital outlay, 
typically financed by borrowing. 
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When the micro or the disaggregated dimensions of the state-local 

sector is examined, a realistic picture emerges. States and cities in the 

Northeast and Midwest are in more financial difficulty than elsewhere, but 

even within this large territory there are many degrees and forms of 

financial crisis. Idiosyncratic factors are at work. In some localities 

the crisis is one of immediate cash flow and some cooperation from the 

banks and employee pension funds may provide a breathing space. In other 

localities the problem looms in the near-ter.m because of unfunded pension 

obligations. In still others the economic base has eroded to such an 

extent that any optimism whatever must be rejected. 

None of this can be isolated from the present prevailing political 

mood, which if those running for elective office in 1976 are correctly 

reading the publiq pylse, is as anti-government or at least anti-washington, 

as ,at ~y time in the las:t __ ~?:z:tx; years. According to this view, the once 
• 

dedicated and underpaid public servant is now the taxpayer's enemy. The 

employee is characterized as lazy and unproductive, fringe benefits too 

large; and unions have too much power. The sheer size of the bureaucracy 

is dragging the Nation down to bankruptcy, chaos and ruin, according to 

this view. We have already seen and will continue to see the consequences 

of this mood. Local government services have been and will be cut--

usually for those programs and in those neighborhoods where there is little 

political power. Existing union.contracts have been and will be broken. 

Pension promises to current employees may be abrogated. Public sector 

employees will be denied cost of living adjustments. 

-3-
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Aside from the distributional inequities that all of this engenders, 

there is one unfortunate macroconsequence. The near-term reduction in 

rates of growth in the state-local sector are likely to reverse the 
I 

stabilizing experience of 1974~75. 

Employment comparisons on a quarterly basis are somewhat hazardous 

but it would appear between March 1975 and March 1976 the rate of growth 

in state-local employment was lower than in any previous year in the 1970s. 

Public employment declined 15,000 in New York City during 1975.~ Recovery 

from the most serious postwar recession can be dampened by state-local 

contributions to unemployment. And, perhaps even more seriously, at the 

micro level the cut-backs in local government services will contribute 

further to the non-viability of the economic base of localities reducing 

their attractiveness as places of employment and residence. 

Of interest is the difference in the growth of number of public 

employees and of payrolls for the component parts of the state-local sector. 

Counties, from 1967-72 experienced the greatest growth; 28.2% compared to 

17.8% for municipalities while in that same time period public employment 

growth for state governments was 21.8% (see Table 4). 

The greater growth for counties is accounted for in large part by 

the behavior of large counties and of these the greatest growth occurred 

in tbese met;opolitan counties without central cities within their 
c 

boundaries. A central city is defined as having more than 50~000 population 

and is designated as a "central city" by the Office of Management and Budget 

in their Standard Statistical Metropolitan Area (SMSA) definition. A 

metropolitan county is one with a central city within its boundaries. 

-4-
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State 

Local 

County 

Municipal 

Table 4 
Percent Growth in State, County and 

Municipal Employment and Payroll 1967-72 
(New. England State .. data. are ex~l1,1d,ed). 

% Employment Growth % Payroll Growth 

21.8% <§.8%:J 

22.7% 81.5% 

28.2% 
' c 85.1% } 

17.8% 68.7% 

Sources: Bureau of Census, 1967 Census of Governments Public Employment, Employment of Major Local Governments, Volume 3, Number 1; Public Employment Compendium of Public Employment, Volume 3, Number 2 (Washington, D.C.: Government Printing Office, 1969); 1972 Census of Governments Public Employment, Employment of Major Local Governments, Volume 3, Number 1; Public Employment Compendium of Public Employment, Volume 3, Number 2 
(Washington, D.C.: Government Printing Office, 1974). 

Table 5 
Percent Growth in Employment and Payroll 

For a Sample of Counties With a Population 
Over 100,000: 1967-72 

Metropolitan counties 
With Central Cities (N=33) 

Metropolitan Counties Outside 
Central Cities (Ns55) 

Non-Metropolitan Counties 
(N=l8) 

% Employment Growth 

34.6% 

50.0% 

34.2% 

% Payroll Growth 

90.3% 

110.0% 

85.8% 

Sources: Bureau of Census , 1967 Census of Governments Public EmploYI!lent, Employment of Major Local Governments, Volume 3, Number 1; Public 
Employment Compendium of Public EmploY!ent, Volume 3, Number 2 (Washington, D.C.: Government Printing Office, 1969); 1972 Census of Governments Public EmploY!ent, EmploY!ent of Major Local Governments, Volume 3, Number 1; Public Employment Compendium of Public Employment, Volume 3, Number 2 
(Washington, D.C.: Government Printing Office, 1974). 
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The sample of counties used in this report are those with a population 

of more than 100,000 as of 1970; and excluding a state capital within 

their boundaries. Using a sample of counties with a population of more 

than 100,000 the percent growth in number of employees from 1967 to 1972 

for non-central city metropolitan counties was 50%, while for counties with 

central cities it was 34.6% and for non-metropolitan counties 34.2%. 

Similar comparisons for payrolls are given in Table 5. 

Large counties have exhibited quite different growth rates than large 

cities since 1972. The annual rate of public employment growth for cities with 

over 50,000 population from 1972 to 1975 was only 0.9% while the similar figures 

for counties (see Table 6) ranged from 7.7% to 10.0%. 

The impact of the recession on huge city public employment has been 
-------- ~-· ·-· ---

considerably greater in large cities than in ·counties~-·· Again the danger 
.zZ __ ££-=== ZLS:C:ZL " 

in the use of aggregate data is demonstrated. Counties-b;'haved differently 

during the recession than cities. Whether the greater of severity of the 

cities' situation is a "measure of things to come" for counties, particularly 

those located in the Northeast and North Central sections of the Nation, 

cannot be deduced from the data presented here. Nevertheless the growth 

pattern for counties is not unlike that which cities experienced during the 

1960s, the difference is that county growth was much less affected by the 

recession than cities. Those factors which gave rise to the city growth 

of the 60s are now operative in counties. They related to both the supply 

and demand sides of the local fiscal equation. 

-s-
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Table 6 
Annual Percent Employment and Payroll 

Growth Rates For Large Cities and Counties 
1972 to 1975 

Average Annual 
Employment Growth 

Average Annual 
Payroll Growth 

Large Cities (Over 50,000) 

Metropolitan Counties 
With Central Cities 

Metropolitan Counties 
Outside Central Cities 

Non-Metropolitan Counties 

0.9\ 

7.7% 

7.7% 

10.0\ 

8.3% 

15.6% 

16.6\ 

18.4\ 

Sources: Bureau of Census, 1972 Census of Governments Public Employment 
of Major Local Governments, ·Volume 3, Number 1 (Washington,o.c.: 
Government Printing Office, 1974) • Bureau of Census, County Government 
Employment in 1975 (Washington, D.C.: Government Printing Office, 1976). 
Bureau of Census,City Employment in 1975 (Washington, D.C.: Government 
Printing Office, 1976). 
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II. SUPPLY AND DEMAND 

If the public sector could easily be subjected to systems analysis 

there would be fewer difficulties in understanding its behayigr and fn 
pr~cribing appropriate repedies. The private service sector is diffi

cult enough to analyze in the absence of invariant units of output, but at 

least there are some price tags. In the public sector there are very few 

ou~ut measures and there are no :erice taga. since almst aJ 1 ~vernm.ent_ 

goods and services are subject, to some degree, to non-exclusion and non

rivalry. The public goods that A is willing to pay for are made available 

to B without cost to him and thus B will not reveal his willingness to 

pay--he becomes a "free rider:" All of this is familiar to those who 

have struggled through the intricacies of neo-classical public goods 

theory but the implications are not generally understood. In the absence 

of an ability to measure discrete units of public output the tools of 

public sector management that were intended to improve the effectiveness 

of government service delivery have very often broken in our hands, and 

currently the efforts to increase public sector productivity rest on a most 

infirm conceptual basis. 

The same kinds of difficulties are encountered in any effort to separate 

the demand side from the supply side of the current state-local fiscal 

situation. Have the costs of local government increased because factor supply 

prices have increased or because, until recently, taxpayers have been willing 

to pay more for a larger quantity and a higher quality of state-local 

services? Has the very large increase in federal grants to the state-local 

sector encouraged that sector to overspend, in some sense, or have the 

federal grants tended to reduce the rate of increase in state-local taxes? 

-' 

'..'<· 
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Are taxpayers getting more or less for their tax dollars now than at some 

time in the past? These are ~i~ific~~ questi~~s, far easier to pose 

than to answer. 

There are a few points, however, that can be made with assurance. 

The supply of taxable resources available to a jurisdiction is JP9§~ , 
evidently a function of the economic activity that occurs within its 

boundaries and when that activity declines, fiscal problems will increase 

in intensity. In an examination of New York City conducted by the Metro

politan Studies Program of the Maxwell School, Syracuse University, it 

was estimated that in 1970 each job carried with it $820 of city government 

taxTevenue. 3/ If employment.ip New York had grown at the national rate 

between 1965 and 1974, the city would have had 1.03 million more jobs--

25% more than it now has-- and $800 million in additional revenue in 1974. 

If the employment decline is extrapolated to 1980, there will be an 

additional revenue loss of $225 million in that year. 4/ 

Unfortunately, there are no annual data on total public and private 

employment trends by cities; the only employment information that is 

available is for those cities that are coterminous with their county 

boundaries, and there are only ten large cities in this category. For these, 

in the 1965-72 period, only three--Denver, Nashville and Jacksonville--had 

employment increases that exceed the national average. Important to the growth 

in Nashville and Jacksonville is that both are post World War II city-county 

consolidations. Three--New York, Philadelphia and St. Louis--experienced 

absolute declines in employment. The remaining four--Baltimore, 

-7-
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~ndianap~lis, New orleans and San Francisco--had employment growth 

rates below the national average. 5/ The suburbanization of employment and 

residence choice surely continued in the last three years, even at reduced 

levels of national economic activity. 

In some cases the employment will not return, at least not to the 

same industries. In New York City public and private construction was a 

significant source of employment in the 1950s and 1960s; this experience 

is not likely to be replicated. 6/ Similarly, Atlanta is not likely to 

construct ten more new hotels in the next decade. Neither can some of 

the fiscal maneuvering be recycled; Cleveland cannot again sell its sewer 

system to Cuyahoga County and put the proceeds in its operating budget. 

Thet; are other supply-side variables at work. The growth of the 

state-local sector in the last 20 years has, of course, been a groWth 

in the number of employees--this is a labor-intensive industry. Comparisons 

of relative wages and salaries between the state-local sector and the 

private sector are most hazardous. The average pay in the state-local 

sector exceeds slightly that in the private sector, but the absence of 

detailed wage and salary data by job type means that it is not clear 

whether pay for comparable jobs is better in the state and local sectors 

. than in the private sector or merely that state and local governments 

have higher proportions of more skilled jobs. Comparisons should also 

attempt to control differences in the composition of the labor force--

education, sex; age and experience--as well as differences in the type of 

compensation. This should include fringe benefits, the cost of early 

-8-
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retirement and the cost of pensions. Available data do not permit such 

/ comparisons to be made with accuracy, never in the aggregate and seldom 

for specific states or metropolitan areas. 

Table 7 exhibits some relevant data, very much subject to the fore-

going limitations. Average annual wages and salaries in the state-local 

sector are higher than in the private sector, but the percentage 

differentials are narrowing. In 1950 state-local compensation, measured 

in these terms, was 10\ above the private sector. In 1973 it was 2\ 

higher. 

Supplements to wages and salaries--social security and retirement 

benefits, health, hospital and life insurance, paid vacations and other 

fringe benefits have increased as a proportion of compensation in both 

the public and the private sectors. Relative growth is very much 

affected by the choice of the base year. It can be generalized that 

between 1950 and 1973, for example, supplements more than doubled in both 

the private and the state-local sectors. But state-local supplements, over 

this 23 year period, appear to have amounted to about 80\ of those in the 

private sector. The value of the state-local supplement is about 11.5\ of 

7/ average annual wages.-

These aggregate compensation data hide many specific instances of the 

kind that command newspaper headlines. Retirement benefits for New York 

City or San Francisco police and fire personnel may indeed be "excessive" 

in some sense, but it is most difficult to arrive at an objective definition 

of that which should be deemed "excessive." The same considerations apply 

-9-



I 
I 
I 
I 
I 
-I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Table 7 

Average Annual Wages and Salaries Per 

Full-Time Equivalent Employee, 1950 - 1973 

1973 1970 1965 1960 1950 

All industries $ 9,106 $ 7,571 $ 5,705 $ 4,743 $ 2,992 

Private Industry 8,900 7,471 5,706 3,890 2,536 
i 

!state and Local Govt. 9,425 7.818 5,592 4,550 2,786 

l 
jPublic Education 9,624 8,140 5,846 4,752 2,794 

I 
!Federal General Govt. 
j(civilian employees only) 12,984 10,519 7,605 5,895 3,494 

I 
~ 

Source: Survey of Current Business (Selected July Issues); u.s. Department of 
Commerce, The National Income and Product Accounts of the United States, 1929-65, 
Statistical Tables, A Supplement.to the Survey of current Business (Washington, 
D.C.: u.s. Government Printing Office, 1966). (From Bahl, Jump, and Puryear, ''The. 
Outlook for State and Local Government Fiscal Performance." 
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to public and private sector occupational wage rate comparisons. Cities 

where public employee unions are very strong, as in Detroit, pay hourly 

wage rates in some occupational categories 50% greater than their private 

sector counterparts. Detroit taxpayers may view this as "excessive." 

Detroit city employees may have a different view of the equities. And 

whether a "file clerk" is the same occupation in both the public and the 

private sector in Detroit is a further consideration. 

Demand-side variables are even more difficult to quantify than 
. 

supply-side variables. Given the peculiar nature of the demand for 

state-local services, as noted above, perhaps the only concept that is 

operational is "tax willingness" as expressed in state-local tax collections. 

Appropriate data are exhibited in Table 8. In the late 1960s and until 

1971 both state and local taxpayers were willing to divert an increased 

share of gross national product to the state-local sector. State taxpayers 

continued that willingness into 1972. Local taxpayers began to feel more 

reluctant in 1972. Not until 1973 did both sectors hold their growth below 

the GNP growth rate. Property taxpayers lost their tax willingness in 1972-74 

but recovered that willingness, however reluctantly, in 1975. 

Indeed, the taxpaying pattern in Table 8 shows a kind of seesaw effect 

in recent years. When the state sector expands most rapidly the local 

sector expands less rapidly, and vice versa. This underscores the point 

that there is a state sector, there is a local sector and there is a 

combined state-local sector.~ 

-10-



Table 8 

State, Local and Property Tax Collections, 1967-1975 

(in billions) 

t:";alendar State Percent Local Percent Property Tax Percent Percent 
Year Collections Change Collections!/ Change Collections Change GNP Change 

1967 $33,353 $30,989 $27,686 $796.3 
1968 38,940 16.8 34~254 10.5 30,687 10.8 868.5 9.0 
1969 45,059 15.7 37,767 10.3 33,556 9.3 935.5 7.7 
1970 49,202 9.2 42,376 12.2 37,502 11.8 982.4 5.0 
1971 54,081 9.9 46,643 10.1 41,306 10.1 1063.4 8.2 
1972 64,198 18.7 50,387 8.0 44,103 6.8 1171.1 10.1 
1973 71,404 11.2 54,044 7.3 47,244 7.1 1306.3 11.5 
1974 77,362 8.3 57,976 7.3 49,343 4.4 1406.9 7.7 
1975 82,864 7.1 64,131 10.6 54,290 10.0 1499.0 6.5 

Source: Compiled from Bureau of the Census, Census of Governments, Quarterly Summary of State and Local Tax Revenue. 

1/ Includes property taxes. 

-, 
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Inflation works on both the demand and the supply side of the equation--

adding to both revenue and expenditure in the state-local sector. The 

Metropolitan Studies Program has developed a set of inflation indexes to 

estimate the impact of inflation on the revenue and expenditure of both 

state and local governments. The highlights of these findings are that 

between 1967-72 one-fourth of the increase in state-local expenditures 

was attributable to inflation and between 1972-74 another one-fourth of the 

. . . . f . 9j 
expend~ture ~ncrease was attributable to ~n lat~on.-

The impact of inflation on revenues varies greatly from jurisdiction 

to jurisdiction, depending on the elasticity of revenue which in turn is 

ntrolled by the nature of the tax bases that are utilized. In 

inflation has a greater ~act on state-local expenditure than on state--.ocal revenue. When these two are netted out it is possible to estimate 

the combined effect of inflation on revenue and expenditure. These 

estimates can then be translated into changes in effective demand or 

purchasing power. Between 1972 and 1974 it is thus estimated that the 

states alone lost $6.6 billion--an amount that exceeded their federal~ 
general revenue sharing (GRS) entitlement. In the same period counties,~ 
municipalities and townships Nt an amount of effective demand equal to 

almost 50% of their GRS entitlement. 

These forces which have caused a larger and larger portion of GNP 

to be devoted to the state and local sectors of the economy--the tax-

payers demand for more and better public services, increases in the number 

of public employees, continuous improvements in employee compensation and 

fringe benefits, and inflation--will determine in part whether the pattern 

-11-
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of the past will extend into the future. There is some evidence that 

the rate of growth in state-local employment is declining. According to 

Census Bureau data, the annual rate of increase since 1950 has been· 4.2%, 

but in 1973 it dropped to 3.7% and in 1974 to 3.2%. 

The differences in the behavior of large cities compared to other 

parts of the state-local sector suggests another useful way of examining 

subnational fiscal behavior. The metropolitanization of the country since 

the end of World War II has resulted in analyses which emphasize central 

city-suburban disparities. 

III. METROPOLITAN AREAS: SIMILARITIES AND DIFFERENCES 

Central city-suburban disparities have dominated metropolitan 

analysis over the past decade and a half--disparities in socioeconomic 

characteristics, in fiscal effort, in the distribution of resources 

between education and municipal services, and in rates of economic and 

population growth. It was believed these characteristics were sufficiently 

similar for all metropolitan areas to justify generalizations about 

metropolitanism and to base public policy recommendations on them. 

For many metropolitan areas, particularly the larger ones, and 

expecially those in the northeastern and north central parts of the 

country these generalizations were accurate enough. The population 

migration from countryside to city, and from city to suburb, and the 

movement of economic activity, particularly manufacturing and retail 

services from city to suburb all contributed to the creation of urban 

problems. These included a concentration of social problems in central 

cities, often exacerbated by racial tensions, a central city tax base 
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unable to keep pace with either increased service needs or higher pay and 

fringe benefits for public employees, and intergovernmental flows of 

funds which responded more to the growing political strength of the 

suburbs than to the growing needs of the cities. 

The products of these forces included racial revolts, skyrocketing 

crime rates, violence in the public schools, and the reality, if not 

the technical condition, of municipal bankruptcy. Suggested solutions 

have ranged from the restructuring of government in metropolitan areas 

to major shifts in federal policy including both the redirecting and in-

creasing of federal aid to cities and the assumption of full responsibility 

by the federal government of welfare financing. 

Although these characteristics and resulting problems were never true 

for all central cities and metropolitan areas of all sizes and in all 

sections of the country, the extent of what commonality there was is 

declining rather than increasing. This shift away from similarity is a 

product of birth rate decline, a shift in migration patterns and growing 

differentials in economic growth rates for different parts of the country. 

,--- A most dramatic general change has been the decline in the growth 

~ate for metropolitan areas in general. Since 1970, metropolitan population 

has increased by only 3.4,. This 0.8, annual increase contrasts with an 

annual rate of growth for metropolitan population of 2.5, for the period 

1950 to 1966--three times greater than the 1970 to 1974-rate. Equally 

important, non-metropolitan areas have grown since 1970 more than metro-

politan ones: 10/ 5.5, compared to 3.4,.--
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Another significant change is the great population growth occurring 

in the south and southwest regions of the Nation--the so-called Sunbelt--

a movement primarily from the northeastern and north central regions. The 

1970 census hinted at this change and census estimates since then have 

documented it. Further, this migration is much different than the 1950 

to 1970 movement of people from countryside to city, a mov~ent of people 

already living in the communities to which they moved. Just the opposite 

is true of those moving from the northeastern and north central sections 

of the country to the south and southwest. They possess, on the average, 

higher incomes, more education and are younger than those who are remaining 

in the areas from which they are moving, and by the sam~ measures exceed 

the averages of the population in the region to which they are moving. 

This movement, therefore, weakens economically and socially the areas 

being abandoned and strengthens the receiving areas. 

These changes are reinforcing the decline in the population and economic 

vitality of many of the Nation's large cities, a phenomenon which fits 

traditional metropolitan analysis, but does not fit the decline of entire 

metropolitan areas. During the decade of the 1960s, only one of the large 

metropolitan areas, Pittsburgh, lost population, but from 1970 to 1974, 

eight of the fifteen largest SMSAs are estimated to be losing population. 

In fact, a total of 37 SMSAs have lost population since 1970. And, as a 

group, the SMSAs with more th~ two million population have experienced no 

growth during the past four years. 
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Even in the metropolitan are~s which have experienced some growth, 

the central counties (the county in which the central city is located) 

have lost population. This extension of the central city decline to the 

county which surrounds it is further evidence of the weaknesses of central 

cities spilling over into the suburbs. 

These changes have produced metropolitan areas across the country 

with quite different characteristics and instead of one model fitting all 

areas there have emerged at least three general types of areas. They 

are: 

1. Declining central city/county and declining metropolitan 
area (mostly northeast and north central metropolitan areas) • 

2. Declining central city/county and stable or moderate growth 
metropolitan area (some southern, midwest and western 
metropolitan areas) • 

3. Stable or moderate growth central city/county and a growing 
metropolitan area (most south and southwestern metropolitan 
areas). 

IV. POLICY OPTIONS 

What are the policy options which can be chosen? 

The first is fiscal retrenchment and adoption of no-growth budgets. 

Recent trends suggest that the national economy will have to adjust to a 

slower rate of growth, but since core cities are growing toore slowly than 

even the national economy, they are doubly damned in that their budgets 

will have to reflect an even mre stringent measure of control than those 

of other governments. For many local governments , this will mean post-

ponements and reductions in capital expenditures--the first to be cut ~ck 

will be less essential projects, such as auditoriums, public buildings and 
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recreation facilities, but there will no doubt be a necessity to curtail 

other kinds of capital improvements, for example, new school buildings and 

sewer systems. 

Since most public services are labor intensive, a no-growth budget 

will have a substantial impact on negotiations with public employee 

unions. In many local governments, it is not difficult to foresee reductions 

in the number of public employees, either through attrition or layoffs, as 

have already occurred. 

Such cutbacks are bound to affect the level and quality of services. 

NOt only is this likely to weaken the already deteriorating economic 

base of some jurisdictions, but additionally it will particularly hurt that 

part of the population dependent on public services. Social services suffer 

the most when government retrench~s--day care centers, services for the· 

elderly, manpower training, housing, etc. 

A second policy option is for financially troubled jurisdictions to 

shift responsibility for services to a higher level of government,either a 

county government, a regional agency, or the state. This option is, of course, 

not a new one; functional consolidations between city and county have been 

going on for some time, and a few states have assumed greater responsibility 

for financing of education and social services. The adoption of regional 

financing mechanisms has had less precedent. The Minneapolis/St. Paul 

regional tax sharing plan whereby 40% of non-residential tax base growth 

is shared on a formula basis among all jurisdictions in the region is unique. 

To be optimistic, continued severe economic and fiscal pressure the 

metropolitan areas may hasten efforts to implement such regional tax plans and 

may lead to an increase in the number of functional shifts to higher levels. 
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